
i

w e I I. we
x <4

93. .OHIO I L IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII II
OOOo oIII

@gm Pinnacle West Capital Corp.,
Law Department
Mail Station 8695
PO Box 53999
Phoenix, Arizona 850723999
Tel 602-250-3616
lhomas.Loquvam@pinnaclewest.com

Alizoua Corporation Comnniasicn

DOCKETED

April 17, 2017 APR 17 2017

DOCKBIEDB

é 1-4
c s
...J

:¢>
' o
: D

/5E1vT L [A E1J8c7Ron1c A1vD u.5. MAIL
. J

1>
G r
g r

Q
:<:v21
rf1"'l;1

G
° ° 8
o z
z m
- 4 3 : 1
: o m
C>'.!2
" " o

z

U
w
N
.c

Commissioner Bob Burns
Arizona Corporation Commission
1200 W. Washington Ave.
Phoenix, AZ 85007

Re: APS's Response to Burns April 11, 2017 Letter
Docket Nos. E-01345A-16-0036 and E-01345A-16-0123

Dear Commissioner Burns:

I.

.
i
I

Thank you for your letter of April 11, 2()17 requesting information about the Settlement
Agreement reached by many of the parties in the pending APS General Rate Case. This
letter seeks to respond to your inquiries. It begins by providing information about the
benefits of the Settlement and why it is in the public interest. Where appropriate, this letter
responds to your detailed questions. Due to the conf idcndal nature of  the settlement
negodadons, however, and the fact that as part of the Settlement Agreement, all parties have
agreed to defend the Agreement as is, APS is unable to fully respond to certain questions
posed in your letter.

A. The Settlement is in the Public Interest.

The Settlement is the product of several months of meetings and negodadons amongst
parties representing diverse interests. What the s igning parties are proposing to the
Commission is a fully integrated and thoughtful compromise by the large majority of
interveners in this case. The Company, Staff and intervenor direct testimony supporting the
Settlement establish that its terms are in the public interest. The Settlement allows the
Company to remain financially strong, attract capital, recover investments in the grid, sustain
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growth, and maintain reliability while moderating bill impacts for customers. The Settlement
also takes a step toward modernizing \PS's rate structures by updating existing rate
structures and implementing certain new rate designs in a customer friendly way.

one party "wins" and one party "loses. .\ primary benefit of settling is

The benefits of the Settlement are many, including avoiding the uncertainty, burden, and
expense of protracted lidgadon with forty parties offering strongly held and well-
documented positions..\PS's rate application raised several broad policy questions that
invite well-considered, vet mutually-exclusive answers. Unfortunately, litigation often offers
binary outcomes "
that the outcome reflects the perspectives of all settling parties. If parties are vdlling to
compromise, they can achieve more collaborative solutions to complex problems, an
outcome that is inherently desirable.

Apart from the widely-accepted benefits of avoiding lidgadon, the Settlement also represents
a middle ground between the divergent and well-supported lidgadon positions of the many
pardcs. \s the Settlement Direct lcstimonv establishes, the middle ground reached in this
settlement also includes the following benefits for customers: expanded solar options for
low income customers, condnuadon of funding for crisis bill assistance for low income
customers, an experimental pilot technology rate for up to l(),()(l() customers, discounts for
military customers and schools; resolution of the pending appeal of the Commission
Decisions in the Value and Cost of Distributed Cieneradon Decision Nos. 75859 and 75932;
more off-peak hours and holidays on time-of-use rates, a moratorium on new self-build
generation, and no new rate filing case before June 1, 2019. In addition, through a separate
agreement APS, industry representatives, and solar advocates committed to stand by the
Settlement Agreement and refrain from seeking to undermine it through ballot initiatives,
legislation, or advocacy at the Commission.

B. The Settlement Process was Fair and the Terms are not Severable.

The Commission has ultimate authority to accept, reject, or modify the Settlement. This
authority is distinct, however, from questions of whether .\PS or any other party might
accept a particular change to the agreement. The Agreement is the product of interrelated
compromises that reflect the parties' various positions and are delicately balanced with one
another. lich party made compromises that they might not have otherwise made in
exchange for other parties making their own difficult compro@ses. That parties agreed to
compromises that are different from the positions they initially took in their direct revenue
requirements and rate design testimonies does not call into question the accuracy or validity
of those initial positions. To the contrary, the Settlement represents, on the whole, a give
and take amongst competing interests to find a workable balance consistent with the public
interest and the divergent interests of the settling parties.
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To protect this delicate balance, each Signing Party agreed to take reasonable and good faith
efforts to defend the entire agreement* Neither APS nor any other party can indicate that it
would accept a change to one or more provisions. Moreover, all settlement negodadons are
confidential under Rule 408 of the Arizona Rules of evidence and A.R.S. § 12-2238. Rule
408 prohibits the admission of evidence about settlement negotiations either to prove or
disprove the validity or amount of a disputed claim. And ..\.R.S. § 12-2238 makes all
mediation communications and related documents confidential. Thus, no party can divulge
settlement negotiations, including any of the positions parties may have taken or might have
accepted throughout the negotiation process. These eonfidendal protections are critical to
the success of any settlement and now limit all parties' ability to discuss their specific
rationales for accepting particular settlement outcomes over others.
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Finally, the agreement provides that if the Commission materially modifies the agreement,
any Signing Party can withdraw from the agreement? Whether a Commission modification
is "material" is left to the absolute discretion of each Signing Party. Adiusdng even seemingly
innocuous provisions could compromise the desirability of that provision, or a different
provision, from the perspective of APS or another party. As a result, any Signing Party could
deem a change to be material, withdrawing from the agreement and potentially causing the
entire settlement-including the opportunity for "peace" (or at least a truce) between ;\PS
and the joint Solar Parties-to collapse. APS recognizes the Commission's complete
authority over this process and the outcome of this proceeding, but urgently requests that
the Commission consider this context in deciding whether to propose any modifications to
the parties' delicately-balanced Agreement.

C. The Net Rate Base Increase and Stay Out Provision

provide for the Companv s financial stability, allowing it to keep debt costs low and maintain
these

The net rate base increase and stay out provision are a product of extensive negotiation and
compromise. These components of the Settlement, along with the cost of capital provisions,

7

superior reliability and service for its customers. Along with the stay out,
interdependent provisions are also key to providing rate stability for APS's customers.

1he financial aspects of the Settlement Agreement demonstrate that interdependence. APS
agreed to a lower rate increase in consideration for the total package represented by the
Settlement. This package includes the capital structure, the ROE, the return on fair value,
increased depreciation allowances, changes to certain adjustment mechanisms, improved rate
design, implementation of the Value and (lost of Distributed (generation decision, and other
provisions of the overall Settlement. A change to one element affects the others and could
undermine the entire settlement. By way of example only, the fair value increment, which is
required by Article XV, Section 14 of the Arizona (Ionsdtution (as noted in Chaparral Up'
Wafer (La. v. /lriqona Corpora/ion Commixrion, 1 (QA-CC 05-002 (Ariz. App. 2007)), is an
essential component in determining the revenue deficiency. The fair value increment cannot

1 Xue Agreement at Sccdon 40.6.
2.Yee Agreement at Section XX\IX 39.5.
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be changed without affecting the total package contained in the settlement. Indeed, changing
the increment would not only affect the revenue calculations and eafb revenue term (which
themselves would have widespread ripple effects across the Agreement, potendallv
implicating each parties' willingness and ability to accept the Agreement), but also other
aspects of the Agreement, such as the stay out provision.

This General Rate Case was filed conjure 1, 2()16. Under the Settlement, the soonest APS
can file its next case is June 1, 2019. Thus, the stay-out is a three year voluntary stay out-
essendally the same as that the Commission just approved in the recent Southwest (res rate
proceeding. Except for agreeing to the stay out, .\PS has not made any decisions regarding
the scope or timing of its next general rate case.

D. Customer Education and Transition Plan

The Settlement Agreement states that rates will go into effect on the effective date of the
Commission's decision in this case using the transition rates as proposed. Transition rates
are the Company's existing residential and extra small general service rate schedules with
updated revenue requirements. Customers will then have the opportunity to choose any new
rate for which thcv qualify, and .\PS will provide them information on options that would
minimize their bill. Customers that do not select a different rate will transition to the
updated rate plan most like their cxisdng rate on or before May 1, 2018. In addition, APS
will provide a report to the Commission indicating the total number of customers who have
not made a selection at least 90 days before transitioning customers. Consistent with its
normal business practices, APS plans to educate customers through a variety of channels,
including existing communication platforms such as aps.com, the APS mobile app, on-bill
messaging, and customer letters. For more detail, please see the Direct Settlement Testimony
of Barbara Lockwood.

E. The Settlement Agreement Supports the Decisions and Structure of the Value and
Cost of Distributed Generation Docket.

residential DC; customers fully and faithfully without modification while

Under the Settlement Agreement, DC: customers are eligible for various rate options from
which they can choose. These rate options include a TOU without demand and TOU wil/1
demand rate plans, the TOU period for both of which includes expanded off-peak hours
and more holidays. The options also include an experimental R-Tech Pilot Rate Program
that will serve up to 1(),()()0 customers. Additionally, the Settlement Agreement implements
the Value and Cost of Distributed (generation Decision (Decision Nos. 75859 and 75932)
for new .
grand fathering existing solar customers and the Agreement fully and faithfully implements
those decisions without modification. For more detail, please see the Direct Settlement
Testimony of Barbara Lockwood.
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F. Conclusion

Twenty-nine interveners agreed that the Settlement is in the public interest, representing a
broad spectrum of interested stakeholders, including Commission Staff, RUCO, the solar
industry and solar advocates, low income advocates, large commercial and industrial
customers, the federal executive agencies, schools and school districts, labor unions, and, of
course, the Company itselti APS believes and hopes that after a hearing, the recommended
order, and the opportunity to thoughtfully consider the Agreement, the Commission agrees.

Attached to this letter is an exhibit that provides responses to certain questions of yours in
more detail. Please contact me if you have any further questions.

7Sincerely,
f 7, / '/

/. f , 7
/ . .

/.x // '

4 / gr. /
/

4 Ihmas A. I ,oquvam

TA(/dk
t§1cl1mcI1ts
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Exhibit 1

APS's Responses to Commissioner Burns' Questions

7) Section II ea//.ffor a rate cafe .stay-out Ana/june 1, 2079. That if /ery than twoyearffrom the

reanefted date for new rater. APS 'J /aft rate £61/8 a/.vo had a .reg/-out requirement and ANS

st@/ea' out longer than the requirement in that /aft ease. Doe; APS we hehehe that thy;

Settlement Agreement if approved with no modijiezztionf, that APS would her/ing tty next rate

Lure PoOr to fine 7, 2079, without the Section II prof/ifion? If}'ey, _P/ea.re explain why. we

Jhon/a' the Commission not require APS to refrain from filing tty next rate la_re untzi no earlier

than June 7, 2020, with a test)/ear no earlier than Deeemher 37, 2079, with new rater from

that rate C4156not heeoming ejleetioe earner than jun 7, 2027 ?

1
Please see APS's introductory letter.

l

i

l2) APS 'Jr app/ieatzOn reqneftea' a net hare rate inevea.fe of ,8`/65.9 million. The Settlement

Agreement raya/ts in a net hare rate inereafe of 894.624 Mei/ion @>aragra7>h 3.7 w e  d i d

APS agree to a net have rate inereafe of over .877 mi/hOn /en than requested in its app/ziation2

Doe; APS heheoe that ,8`77 mzthOn lr an infignijieant amount? Doe; APS he/ieoe that qty rate

appheadon requextfor a 8765.9 million net hare rate inereaye was irylated?

Please see APS's introductory letter.

3) .Yettlement Agreement; are a result ogive and take (see Paragraph 40. 7 What did APS receive

in this Settlement Agreement for giving in) over 871 million in net hare rate revenue that APS

would not have received without thy; Settlement Agreement? Plea.re explain in detail

Please see APS's introductory letter. The benefit of avoiding outcome by
litigation, and instead achieving a collaborate solution that incorporates various
perspectives, is difficult to quantify. The Settlement Agreement provides an
opportunity to move away from a relatively contentious regulatory
environment, and move towards a degree of regulatory stability that will enable
APS to continue providing high quality service to its customers, invest in die
future to meet customers' evolving needs and expectations, and provide a
reasonable return to its investors.

4) Paragraph 3.4 require; APS to iMpute net revenue growth for any revenue producing plant

included in port-text/earplant

a. Did AP.Y meet thy; requirement in the apphtation and in the Settlement in thzlr current

rate ease?Ifni,please explain in detail wig/ not

b .  I f thzlr requirement not something that .should he done as common Praetiee? If no, please

explain zvlyf not in detail If)/ex, please explain in detail zolly' common praetiee Me.,

Page l of 12



Exhibit 1

APS's Responses to Commissioner Burns' Questions

common Renee) z.r something that should he Jtated at a requirement in thy; felt/ement

Agreement

APS performed Me post-test year plant calculations contained in its
application consistent with the way it has been performed in APS's last two
rate cases. Only a de minimum portion of the post-test year plant in this case
was caused by new growth.

5) Paragraph 4.7 states that the average ha/ inereayefor residential ewtomers will he 4.54%

a. P/ea.re exp/azh in detail bow thy; average way obtained/ ea/en/ated.

h. What doe; thzlf average zhereafe mean in relation to twtomer wage, ile., bow does this

relate to a ewytomer that u.re.f 800,43 We Per month equa./5/y throughout the do] of opposed

to one that mies 800k We hut most hetzveen 3 :00/bmand8:00Pm?

Please see die Revenue Spread/Targets attached to die Settlement
Agreement as Appendix L and the Direct Settlement testimony tiled by
Charles Miessner on April 3, 2017. This analysis is based on the usage for all
residential customers. Customers who use more during the off-peak hours
will have a lower impact. With fewer on-peak hours in Settlement rates,
customers on average consume 17.8% during the hours of3-8 PM.

E
|

6) Please provide a table of example residential bills based on rent customer usage. ThiS table

s/Jould include usage amounts beginning at zero and ending wit/9 the maximum usage showing lye

bills at eae/2 10% increment of the Percentage of customer lulls for the t/Jree most wides/ used

residential rate plans Q%r a total of 36 bills). ThiS table s/Jould compare the bills under existing

rates and tl20se rates contemplated in the first year in the Settlement Agreement Assume

customers e/Joose the new rate Plan that iS most like t/Jeir existing rate Plan.

Please see die table attached to this response as Attachment 1.

7) Paragraph 4.2 states t/yat 815 million of Dull/IAc will be refunded during t/Jefirstyear of new

rates. Please provide t/:ze same table requested above, with the same customers, butforyear 2 (i.e.,

et DIA/L4C refund ends) of new rates contemplated @/ the Xettlement Agreement

The table provides die effect of the full increase - or essentially the year 2 rates.
For die first year, on average, residential customers will see approximately a 0.5%
monthly credit due to the DSMAC refund.

Page 2 of 12



Exhibit 1

APS's Responses to Commissioner Burns' Questions

8) Section V of the settlement Agreement dealt with Colt of Capital

a. Doe.r APS hehehe that equity it higher eo.rt than debt?

h. Why lr there nothing in thzlr Settlement Agreement ialhngfor /P.Y to move to a capital

structure that is elater to 50/50 ?

e. All other thing: remaining unchanged what would the net hate rate ineveafe he in thzlr

Settlement Agreement a I3/_pothetieal Lulita/ ytrueture 0/50/50 way uted2.n thy; ease?

iObtaining capital through issuing equity is more cody d'lan doing so with
debt. Please see APS's introductory letter.

9) Paragraph 5.3 eallyfor a 0.8% return on the fair z/alue increment Doe; APP heliez/e that the

Commilnfion in legals/ required to give APP a return (zee., .something greater than ten) on the fair

value increment? If)/e.f, Plea.re explain in detail Does APS helieoe that it would he zllegalfor the

Commzkrion tojind that it eonyidered the fair value increment and in doing yo, that it agrees with

547 witnen Parcel/ that the fair value inwement if not inoeytor supplied capital and therere

Jhould he granted a zero return on the fair value increment? Ifyey, Please explain in detail All

other thingy remaining unchanged, what would the net hate rate inereaye he in the Settlement

Agreement the return on the fair value increment 23 gem, 0.1%, 03%, 0.5% and 0.7%?

What overall rate of return on the ongzNal soft rate hare reyultyfrom the operating income agreed

to in the .Yettlement Agreement? lWhzle reeogniqing no fair value increment in the capital Jl'7luelzlr€
or rate hate and wing a ¢a_pz.tal ftraeture eomjmlred of55.8% equiyand44.2% debt at 5. 13%,
what tort of equity provide; the .fame operaang income ay the .Yettlement Agreement?

Please see APS's introductory letter.

10).Yeetzon VII of the Settlement Agreement lead: with the Fuel and Power 5app4 Aayztrtor

('T§A '9. The APS ay>plz¢atzon requested that the (0.fl of water he zneluded in the RYA. There
if no mention of including water eostf in the .Yettlement Agreement. Doe; thzlf mean the soft of

water Ir exeludedfrom the PSA ?

Yes.

11) Paragregbh 7.2 allow: the z.nelu.rzon of eoytffor lime, ammoniaand .vz¢h'ur in the PSA.
a. Are these Hoyt: eurrenthf allowed? Ifni, wlyf not? If yes, why zlvparagraph 7.2 needed?

No. These costs are currency recovered in base rates, not the PSA. Please
see Staff Witness Ralph Smidl's Direct Testimony for why these certain
environmental chemicals are appropriate to include ire the PSA.

Page 3 of 12



Exhibit 1

APS's Responses to Commissioner Burns' Questions

72)Paragrap/9 7.3per7rzzt.l t/Je im/uy2on of t/Jtrdparty storage expenyef.

a. Would APS be opposed to ma,€zn8 t/ye requiredfkUg 780 deg/J prior ifutead of 90 day;
Prior to are e0l1trael' becoming efetioe?

Please see APS's introductory letter.

b. If t/Je 90-day Prooifion if approved 19 t/2e CommUnion, eau/d the tbirdparg/ .storage

expemei be im/uded wit/Jout Commzloion approoa/9 If not, w/9 is any time-frame for

/We required?

No, die costs could not be included widuout Commission approval. The
timeframe is needed to help ensure timely recovery of the costs in the PSA.

73) Paragraph 9.7 a//ow.r IP.S` to f/efor an inereafe in rate.rfor enzaronazental eguipraent zn.fta//ed

at Four Comers. T/:e f/zhg date for TOry eau/d be at /ate as fanuag 7, 2079, zu/27/e APS eau/d

Le ztf next rate safe air ears ax June 7 , 2079, 0114/five Mont/JJ later:

a. w/9 would it not be better (eipeeza/9/from a war,é/oadperipeetioefor al/ inoo/1/ed) for t/Je
Commzhuion to e/ir/zinateparagrap/9 9.7 and z.mteadjuJt review t/Jeye eoitf in APS 'y next

rate 6838?

Paragraph 9.1 indicates that the docket will remain open for the sole
purpose of allowing APS to file a request to increase rates after the Four
Corners SCRs are completed, which is anticipated to be in the spring of
2018. APS's request will be filed shoddy hereafter. APS's request will be
that rates be adjusted no later dlan January 1, 2019, which is also referenced
in Paragraph 9.3 as the date die Signing Parties would use good faith efforts
to achieve. Regarding the background of the SCR deferral and step increase,
please see the Direct Testimony of Leland Snook filed on June 1, 2016.

l

9
i
l
l

74)Paragraph 9.3 states that pantie; url/ work to have the rate; from the /We in paragraph 9. 7

heeofne Adina 19 januagy 1, 2079.

a. How Oni/ that he Pofrih/e, when paragraph 9.7 .rtatef that APP Mn tz/e tty reqnestfor

JU¢/9 a rate znevea.fe on the same date, z.e., no later than fannagf 7 , 2079?

See APS's response to #13.

75)Para<graph X a//0u/.r for the deyerra/ of eo.rtJ related to the Oeoa//0 Modernization Prqeet

("OMP'Q. APS would he allowed to request recovery of there sorts, p/ur interest, in tty next rate

cdJ'€.

Page 4 of 12



Exhibit 1

APS's Responses to Commissioner Burns' Questions

a. we doe; t/Je .Yeti/ement Agreement not treat the Se/eetive Cato/tie Rednetion de ed

it; (fee Section IX) at Four Correna in the .fame manner as the deferred eoyty of t/2e

OMP?

The Settlement Agreement does provide for a deferral of SCR costs in
Paragraph 9.2, from the in-service date until Me proceeding contemplated in
Paragraphs 9.1 and 9.3 is concluded.

76).$leeNOn XI dea/.f wit/J devredeo.rtJ re/atea' to e/Jangey in AP§'iprope13/ tax rate.
a. If this .reetion exact t/Je .fame or dierent t/Jan the Jima/ar zivyue contained in APS 'J /aft

rate ease? Ifderent in are way, b/eaie explain t/Je d'reneei. in detail.

In both Mis rate case and the prior rate case, APS has Me ability to defer for
future recovery (or credit to customers) the Arizona property tax expense
above or below dle Test Year caused by changes to due applicable Arizona
composite property tax rates. The ability to defer the total amount of
property tax expense, the treatment of die deferral once it is included in
base rates and the interest rate applicable to the deferral are different in Mis
case.

I
i

77).Sleotion XII dea/5 with the MET ofyen/zZe Jftuaj/. P/ea.re explain the purpose ofbavzng Seolion XII

in I/Je terr/ement Agreement. The exp/anal2on J/2ou/d contain a degraded dzbwyfzOn 0f l/Je benefits

and draw/baevér of/raving iN requirement; offeoiion XII in toe Fe#/efnenf Agreement for ear/7 of

the ewtomer o/a.r.reJ listed below.

a. Low zhcofne rerzdenlia/ euftomery

b. Ijpim/ reridenlzkzl ¢uJtomer.l
e. Small eommenzkzl ewtomerr

d. Medium yipe oommenia/ enrlomery

e. Large oommenia/ ewforners

Paragraph 12 ensures model transparency, where parties have access to die cost
of service study in an Excel spreadsheet wide inputs and outputs linked. In due
present case and die previous two rate cases, APS has used the Average and
Excess methodology to allocate production demand costs. APS has not
performed the second step contained in Paragraph 12.2 to reallocate costs
within Me residential customer sub-class using 4CP.

18) In Sevlion XIV, won/dAP§ be opposed to adding an addztiona/paragrqo/J afro//owy:

Page 5 of 12
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Exhibit 1

APS's Responses to Commissioner Burns' Questions

74.3 APS J/yall report on and di.reu.rs ltd zuorkforee planning at the Commz3Jion'.v annual
Summer PrqOaredners Worktop, aqginning in 2018../ue/2 a requirement shall remain in

eleel unalfurtlzer native @/ iN Commiyrion.

Please see APS's introductory letter.

79) Please explain in detail tl2e Purbore off/Je reBuild MoraionUm eonz'azned in KeeNan X V.

Please see APS's introductory letter.

201 KeeNan X VI diJeuJJeJ lye effabUlfbmenf of Tax Expense AayUytor Mel/Janzlvm.

a. Doe; APS expert are Federal income lax reform legirlaaon to inereaye or deeveaye

/IX 'J annual Federal income tax expense?

BoM the House of Representatives and the White House have proposed a
significant decrease in the Federal statutory income tax rate. If either of these
proposals are passed into law, APS's federal income tax expense may decrease.
It is for aNs very reason that APS proposed the Tax Expense Adjustment
Mechanism in die Settlement Agreement. However, given the number of
unknown variables and the lack of detailed legislative reform language, we are
unable to accurately predict any impacts to Me company at dies time.

21)For eat/J rate lifted in Seeaon XVII, Please di.reu.rJ whether eveN ix a new rate or a fnodieaaon

fan enkaNg rate.

Please see APS's introductory letter.

22)Foreaeb rate listed in Section XVII, please explain in detail /Jaw APS will advise and educate

it.r euftomery oft/Jeye rates:

Please see APS's introductory letter.

23) Paragrap/9; 17.5 and 77.6 dzlfewf Rate .$`el9edule.r R-2 and R-3, reipeetiveb/. Both R-2 and R3

are dereribed ay "tlyreebart" rates.

a. Deer "t/2reeDart" refer to a l2a.rie .rerviee e/yarge, a /eH7lJ usage ebavge and a /e117 demand

elyarge? Ifjef, please explain in detai l  /Jew euftornenr wi l l be educated on t/Jeye two rate

Fe/Jedulef, etpeizal regarding t/9e kW demand barge.

Page 6 of 12



Exhibit 1

APS's Responses to Commissioner Burns' Questions

Yes. Please see APS's introductory letter.

e.

24)Inparagrap/J 17.8:

a. W ould APp lee opposed to bawN8 the nonpeak Period; be 4:00Pm to 7.00Pm, 3:30Pn1 to

7:30Ptn, 3:00P/n to 7.00Pm, 4:00Pm Io 8:00P7n? If}'e$; please explain in detail AP.§'.r
oppoJzt2on to eae/9 .rel 0f /Jourt.

O. If the Conitniysion were to mandate one of the above .ret of hours, wl2ie/9 one would APS

prefer ("none" it not an aatptable annular) ?

e. Please rank t/ye above .ret of /90urJfr0fn least defiralnle to mart de.firal9le to APS

d. In A P S 's e:w3tin<g t2}ne- ure rateplans, what are t/Je excluded I2olida}/J?

Hoi/ did APA" eonnder Jfeatonal time- ure rate; in the .fettlenzent Agreement? Are t/Je]

included in it? Plea.re explain way or u/by not

Please see APS's introductory letter. Please also see due Direct and Rebuttal

Settlement Testimonies of Charles Miessner.

25) Please explain in detail /how .l`eet20n XVIII will result in distributed (generation euytomenr being

treated dierent§/ than t/Jey would /Jane been treated Hz/it/Jout t/118 Jeetion, t/2ere@/ bawN8 there

eu.ftotner.r treated ay eontemp/atedper the outcome of the Value offs/ar docket

Section XVIII ar ticulates the suite of  rates available to new res idential solar
customers going forward, including the use of  a grid access charge on a TOU
energy rate to achieve a $0.105 per kph of fset for self -consumption. Section
XVIII is consistent wider due Value of Solar decision and incorporates the Resource
Comparison Proxy (RCP) medan for APS as a result of dirt docket, establishes

the f irst year export rate of  $0.129 per kph and establishes the framework for
determining the prices in subsequent years, which is discussed in detail in the RCP
Plan of Administration, attached to die Settlement Agreement as part of Appendix
H .

26) Paragraph 78.3 .fet.r the export energy rate foryear one. Paragraph 18.4 .vtatef that thzlr)/ear-one
export energy rate Wat a re.ru/t ofrett/ement negotzatzOnlz

a. How and when will the export energy rateforyearf two, three, four and foe he Jet?

h. P/eayepmozae e.rtzmate.f of what the export enemy rates will he foryeary two, three, four and

five will he.

Please see the RCP Plan of  Adminis tra tion, a ttached to  the Sett lement
Agreement as part of Appendix H.

I
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Exhibit 1

APS's Responses to Commissioner Burns' Questions

27)§ection XIX delineates the availahzligf of certain rates for AP_Y's customers. Paragraphs 15.1
and 26.1 mention a customer education plan, irr7nation and outreach. Does APP currently

have this education/iNformation Plan to adequatehf and vweeto explain all of /P5"s rate

options to its customers? Ifni, we not? Ifni, wouldAPA" he opposed to creatiNg such a customer

education/ information Plan and suhmzMng such a Plan to the CommissiOn for Commission

approval Prior to implementing are of the proviSions ofparagrqOh 19. 1? IfAP.S does have such

a Plan, would APS he opposed to submitting such a Plan to the CommiSsion for CommiSsion

approval prior to iMplementing any oftheprovisions of paragraph 19. 1 ? After May 1, 2018, it

appears new customers will he required to choose a time- use ('TOU 'y or threepart demand

rate ("Demand Rate'Q and will he required to remain on this ratfor al least 90 days, i.e., three

hilling periods. Is that correct? If)/es, Please explain in detail how this requirement is ]Qlir and

henejicial to new customers? Ifc¢'er May 1, 2018, new customers are required to choose a TO U

or Demand Rate and remain on this ratfor 90 d@/s, would APS he opposed to refunding (et

the 90-dc] period) each such customer the amount of mongf collected b APS that was in excess

of what APS would have collected had the customer been on the epical non-TOU or non-

Demand Rate, i.e., basic twopart rate? Please explain w/9 in detail

Please see APS's introductory letter.

28)Paragraph 23.3 has a Phrase staang "At APp's opaon... " With thiS statement, how tan the

Commission and APP customers he assured that al/ customers will be Mated equals/ andfairf

/9 APA" ?

Please see APS's introductory letter.

29).5leeaon XXVI relates to the eave date of new rates from this ease. If seems that this

Settlement Agreement would result in quite anew new rate options for customers. Would APS he

opposed to having the ezetioe date of new rates in thiS ease being the laSt do of the month

to//owzng the month in which the Commission-approved customer edueation/ir rmaaon Plan (see

discussion of .Yeetzon XIX ahooe) was sent to allAP.l` customers? Would APS he opposed to the

Commission requiring AP.S` to .fend that irrmatzon to customers Prior to the tenth day of the

month? If)/es, please explain zn detail APp's opposition and how the CommiSsion not requiring

this would he hengizal andjatr to APS customers.

Please see APS's introductory letter.

301]n paragraph 28.4 APS defines moderate and low income customers.

a. For2016, what was the median An3ona household zneome ?

h. For2076, what was thefederalpooerg level?

Page 8 of 12



Exhibit 1

APS's Responses to Commissioner Burns' Questions

a. According, to the U.S. Census Bureau, die Arizona median household income in
2015 was $50,255 (2016 statistics are not yet available).

b. In 2016, the federal poverty level for a family of four was $24,250.

31) Paragraph 32.7 state; that the LFCR opt-out rate opt20n approved zn the /aft detiyion 14/271 be

removed Way way it removed?

Please see APS's introductory letter. In addition, as stated by Leland Snook in his
direct testimony filed on June 1, 2016, Me LFCR opt-out rate provision was
eliminated due to it being unnecessary, with very few customers using the
provision. Mr. Snook also noted that dais provision has also been eliminated for
odder utilities in Arizona wider an LFCR mechanism, due the same circumstances.

32)Paragrap/J 32.2 .rtatet t/Jatfor eu.itomer.r on a demand rate, t/Je LFCR e/yarge ad/ be boxed on

t/Je ¢u.ft0mer.r' demand P/eaye provide exams/eyfor each oft be eu.rtomer.r below 5/20u/zn8 bow eaeb
oft/Jeir bi//J may be 4 ct€d Of f/2iiproozQrzOn..
a. Low demand ewtomer

8. Medzam demand vwtomer

e. Hf demand vzutomer

Please see the Direct Testimony of APS witness Leland R. Snook filed on June 1,
2016. The costs which are recovered by the LFCR mechanism are feed costs of
providing service which have not been recovered. Therefore, it is most appropriate
to recover these fixed costs through the proper billing elements. The Settlement
Agreement adopts the framework proposed by the Company Mat customers on a
demand rate should be billed die LFCR as the most appropriate billing element
based on die customers rate selection, and for customers on a kph based rate, the
LFCR should be assessed on kph as die most appropriate billing element.
Presendy, LFCR is billed as a 0/0 of bill, which does not accurately apportion the
recovery of LFCR related costs.

i
l

)
i

33)P/eare explain u//9 refidemial vurtomery on a demand rate .v/you/d be yulyevi to I/ye LFCR

v/Jage.

Please see the LFCR Plan of Administration attached to the Settlement as
Appendix O. The only customer groups exempt from die LFCR based on rate
structure are the large and extra-large general service customers, because d'leir
respective rate design recovers a significant portion of fixed costs in fixed or
demand related charges, including ratchet and minimum contract demand
provisions. Residential rates with demand are not structured in the same way.

Page 9 of 12



Exhibit 1

APS's Responses to Commissioner Burns' Questions

34)PleaJe explain in detail /Jaw CommimOn approval of Ibis Settlement Agreement may be

bent/iiialfor each of the ewtomer elaJfJeJ lzlfted Oelow:

a. Low income refidentzal iwlomery

b. 7}§Dieal reyzilenfzal ewxtomery
it Xmall eommenial i.uyz'omery

d. Medium tie eommenial ewftomery

e. Large commercial ewfomenr

Please see APS's introductory letter.

35) Please explain in detail bow CommiwOn approve/al of f/Jie .Yettlement Agreement may be

deMMentalfor eae/9 oft be eunfomer elayyes lzlvledbelow:

a. Lou/ income residential iuytomerx

a. /phial re.ridenz'2al ea.rtomer.r

b. Small eommenial ean'omerJ

e. Medium Joie commercial ewfomerf

al Large eommenzhlez¢yz'0merJ

Please see APS's introductory letter.

36)P/ease explazh in defazl /Jaw the CommiMon not approving f/Ji; Fe#/ement Agreement but

instead hawing I/2zQf ease he I1,/4 /itzgated Meg/ be benejieia/for eae/2 of the ewiomer e/aJ°.fe.f kited

below:

a. Low income re.vzdentzkz/ ewtomerx

b. Upien/ mridentzez/ euytomerf

e. .Yma// eommenia/ewtomen

d. Medium figs eommereia/ew.ftomer.f

e. Large eommerezbl ewtomert l

llPlease see APS's introductory letter.

e.

37)P/eafe explain in detail bow the CommzlWon not approving t/Ji; Fe#/ement Agreement but

zn.ftead bavzhg I/2i.r awe beau/ blzgafed may be detrimental/for ear/J of the nutomer Claire; /i.r!ed

below:

a. Low income reyidenlia/ cwtomenf

b. 'ljpual refidenlialcustomers

v. .fall vommenia/ vuytomery

d. Medium .rise commerwkz/ Lwtomerv

Large vommervia/ Lwiomery

Page lOofl2



Exhibit 1

APS's Responses to Commissioner Burns' Questions

Please see APS's introductory letter.

38)In IlP5'J. application for tlylf ta.re, APS requested approval of t/yreeparr demand rates that

would he nzandatog/for al/ twtomerf. It .Ree/nf that the Settle/nent Agreement does not contain

are .Ruth mandatogf ratexfor either exiJN.ng or new euftomery (exeeptfor t/Je 90-day requirement

for new eaytomerfj. If this eorreet?

Yes.

39)In APS 'J next rate Tate, doeJf AP§plan to again request mandatogf t/yreepart demandrate;

Juelz rate.r are not approved 4 the Cornrnimion in t/Jzlf ¢aJe)? If)/ef, would APS be 0ppo.red to
lyaozng an ordering paragrap/9 in the detiNon in t/nk ea.f€ that ordered APS to .rubrnit for
CommzlrszOnapproval an edueaaonPlan for .feely rates, witl2 t/2at Plan lacing .rubmztted at least

360 dayyprior to tye .vzfbrnzttal ofAP§"J applNationfor ltd next rate the? If)'ey, please explazh

in detail

At dais time, APS has not made any decisions about its next rate case. Please see

APS's introductory letter.

40) P/eafe elarzjf qua,@ieation #2 in Appendix F, Page 7 of 6. Does it mean that the purchase of

one pnMagf 0n.rite techno/ogy and the Purehafe of two .feeondagf 0n-Jite techno/ogief within 90

di9'.r, or does it mean two .reeondagf 0n-rite teehno/ogie.r alreaajf exist on the propergf and the

ewftomer purchase; a pnMag' on-Jite technology within 90 did/J, or does it mean Jomething

d>rent?

Secondary technologies are not required to be purchased widuin 90 days.

47) If APS tonger/eteh ratified with all a»_79eet. of Appendix H? If no, p/eaye explain in detail
I

Please see APS's introductory letter.

42)/P3` adoertifer at Jyvorting eoenty, including the /riqona Diamondhaaéy haxehall gamer,
Phoenix Sun; haeuéetha//game.r,onTe/eozlfion, radio, hi//hoardf, ere.

a. Hoi/ much money did APS spendon adoertiefing during the text)/ear?

h. How math money did APS spendon advertising during2076?

e. How does APS define what qua/fer Ar adoertiyzhg expendztufef?

Page ll ofl2



Exhibit 1

APS's Responses to Commissioner Burns' Questions

d. Are are of t/2e adoen'i.ling e>gbenie.f being recovered t/2r0u8/9 the rate; approved in thy; ewe? If

ye t,  P l ease  exp l a i n  i n  de taz i  bow m ud ; and  w/y  APS eu rtom err 5 /you /d  p ry  fo r m l ?

adoertz3ing through their rate.r.

For 2015, APS incurred $3.6M of advertising expense. However, APS only
included $2.5 million of advertising related costs in the 2015 Test Year cost of
service. The advertising items included in the cost of service are only those Mat
relate to ACC approved-programs, that are used to educate or inform our
customers regarding utility services provided, energy conservation or safety, and
other important information for our customers. The amount included in the cost
of service does not include sports sponsorships, therefore those costs are not paid
for by customers. APS follows the definition prescribed in Me FERC system of
accounts for the classification of advertising expenses.

43) Please provide at/ meter expemei, im/z¢ding meter reading and maintenaneefrom 2010-2016.

P le a s e  s e e  APS 's  re s po ns e  to  W o o dwa rd da ta  re que s t  2 .3 5  a t t a c he d to  t hi s

response as Attachment 2.

44) What are the current Ru/ey and rertrivtzVny on .re//ing individual or aggregated iuytofner data

ifyhnnation lo third Parties? Doe; APS set/ individual or aggregated ewtorner data to third

Partier? If_ye.r, what were the revenue; received during the te.ft_)/ear and in 2076 and what are the

prqeeted revenue; as :/kzted with .re//ing this iryhrrnation in thejUture? If not, z8' APS eon.fidering

.felling individual or aggregated euytamer data to third paniey? Does APP eonxider the.re ahove-

the-/ine or he/ow-the-/ine revenues?

APS does not sell customer data. In addition, A.A.C. R14-2-203(A)(2) prohibits
the release of customer-specific information without specific prior written
customer audiorization unless certain limited exceptions apply, including a request
from the Commission or if releasing die data is necessary to provide safe and
reliable service to the customer.

45) What revenuer her APS received from its anotzation with Homeferve? Were there revenue:

aevountedfor duriNg the text)/ear and in 2076? If no, we not? If)/ef, doe; APS confider there

above-the-/ine or he/ow-the-/ine revenuer?

APS received approximately $50,000 in revenue from HomeServe in die 2015 Test
Year. This is recorded to an above-the-line revenue account in OMer Revenues.

Page l2 ofl2
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Attachment 2
Page 1 of 2

INTERVENOR WARREN WOODWARD'S
SECOND sEr OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-16-0036

DECEMBER 5, 2016

Woodward
2.35:

a) What are the annual operating costs including depreciation and return on rate
base (revenue requirement) for APS's entire "smart" meter system? Include
associated IT infrastructure such as data systems, data storage costs,
cybersecurity costs, software/system integration, Field Area Network and
Project Services, AFUDC, Loads, and other miscellaneous costs). Detail by
major category for 2014-2017.

b) Translate above to per meter cost.

c) What is the total operating costs including depreciation and return on rate
base for customers who have refused "smart" meters, excluding the costs of
APS's "smart" meter system?

d) Translate above to per meter costs.

Response : a) Below please find actual annual operating costs and revenue requirement for
APS's automated metering system for  the years 2014 through 2016.
Depreciation expense is not yet available for 2017.

2014

Actual

2015

Actual

End of Year 2016

Estimated

s

s

s

s  14190445

s 1,003,841

s  10,312,849

11,638,057

1,069,702

10472027

s  11,202247

s 992,641

s  10423,175

Annual Operating cos ts  T&D Meter Technology & Ops  Dept

Annual Operating cos ts  IT support, l icenses

Annual Deprec iation Expense

Total s  25,507,136 $22,618,063 s 23,179,786

s  57573200 s  54552339 s 56 104,012Annual Revenue Requirem ent

b) The following is the per meter cost for the table provided in subpart a. i
l

W
2014

Ac tual

2015

Ac tual

End of Year 2016

Estimated

Yearend balance of ins talled meters 1 1 9 7 3 3 31185,019 1,200881

1

l
9i
l

19.3018.89 s21.52 s$Per meter cost (Annual Operating Costs + Deprec iation)

46.72$ 45.56 s48.58 sPer me te r cos t (Annual Revenue Requirement)

l
i

Witness: Elizabeth Blankenship
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Attachment 2
Page 2 of 2

INTERVENOR WARREN WOODWARD'S
SECOND sEr OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY REGARDING
THE APPLICATION TO APPROVE RATE SCHEDULES DESIGNED TO

DEVELOP A JUST AND REASONABLE RATE OF RETURN
DOCKET no. E-01345A-16-0036

DECEMBER 5, 2016

to c) Below please find actual annual operating costs and revenue requirement for
customers requesting to opt-out of standard metering for the years 2014
through 2016. Depreciation expense is not yet available for 2017.

Response
Woodward
2.35
continued :

2015

Actual

2014

Actual

End of Year 2016

Estimated

2,629,643s 2,740,349

s

s

s

S

S

s 2,708458

s

s 641345634,343675,417

Annual Operating costs T&D Meter Technology & Ops Dept

Annual Operating costs IT support licenses

Annual Depreciation Expense

Total s 3,383,875 s 3,374,692 s 3,270,988

s 5440308 s 5,386713 s 5338964Annual Revenue Requirement

d) The following is per meter cost for the table provided in subpart c.

2014

Actual

2015

Actual

End of Year 2016

Estimated

16,691 16,560 15,891Yearend balance of installed optout meters

205.84203.19 s202.74 ssPer meter cost (Annual OperatingCosts + Depreciation)

335.97325.94 s 3zs.za ssPer meter cost (Annual Revenue Requirement)

Supplemental
Response :

Please note the revenue requirement stated in APS's original response to Woodward
2.35 ref lects  a part ia l revenue requirement calculat ion as i t  is  not inc lus ive of
Accumulated Deferred Income Taxes (ADIT) and does not include all AMI related
operating costs such as data storage, Cyber security, and other costs that APS is not
able to specifically provide for AMI meters because APS does not track O&M at a
meter specific level.

Witness: Elizabeth Blankenship
Page 2 of 2


